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Introduction 

1 . I was engaged to audit the financial statements of the Mahikeng Local Municipality, which 
comprise the statement of financial position as at 30 June 2012, the statements of financial 
performance, changes in net assets and cash flows for the year then ended, and the notes, 
comprising a summary of significant accounting policies and other explanatory information as 
set out on pages XX to XX. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and the requirements of the Municipal Finance 
Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) and the Division of 
Revenue Act of South Africa, 201 1 (Act No. 6 of 201 1 ) (DoRA), and for such internal control as 
the accounting officer determines is necessary to enable the preparation of financial 
statements that are free from material misstatement, whether due to fraud or error. 

Auditor-General’s responsibility 

3. My responsibility is to express an opinion on the financial statements based on conducting the 
audit in accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA), 
the General Notice issued in terms thereof and International Standards on Auditing. Because 
of the matters described in the basis for disclaimer of opinion paragraphs, however, 1 was 
unable to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Property, plant and equipment 

4. The district municipality is responsible for the powers and functions relating to water and 
sanitation services for the entire district and is the water service authority in terms of the Water 
Services Act of South Africa, 1998 (Act No. 108 of 1998). The district municipality has an 
outdated agreement with the local municipality to perform these functions on its behalf, 
however I was unable to obtain a signed updated service level agreement with the local 
municipality in this regard. The municipality incorrectly accounted for the infrastructure assets, 
revenue and receivables from the provision of water and sanitation services on behalf of the 
district municipality. Consequently I was unable to determine whether any adjustments relating 
to property, plant and equipment, revenue and receivables from exchange transactions in the 
financial statements were necessary. 

5. The municipality did not review the residual values and useful lives of property, plant and 
equipment at each reporting date in accordance with SA Standard of GRAP, GRAP 17 
Property, plant and equipment. The municipality also did not assess at the end of each 
reporting period whether there was any indication that an asset may be impaired as required 
by South African Statement of Generally Accepted Accounting Practice, IAS 39 (AC 133), 



1 


Financial instruments recognition and measurement. The municipality’s records did not permit 
the performance of alternative audit procedures. Consequently, I was unable to practicably 
determine the resulting misstatement in the surplus of R12 861 849 as per the statement of 
financial performance and property, plant and equipment of R426 846 591 disclosed in note 3 
to the financial statements. 

6. I was unable to obtain sufficient appropriate audit evidence for R4 314 651 , being an unknown 
difference that existed between the work in progress .according to the fixed asset register and 
the capital commitment register. This was due to an insufficient assets management system 
in place for the recording and recognition of assets. I was unable to confirm the 
completeness, valuation, existence, and rights of these assets by alternative means. 
Consequently I was unable to determine whether any adjustment relating to property, plant 
and equipment in the financial statements was necessary. 

Investment property 

7. I was unable to obtain sufficient appropriate audit evidence to determine the existence, 
completeness, rights, valuation and allocation for investment property of R397 972 720 (2011: 
R397 972 720) disclosed in note 2 to the financial statement. The municipality’s records did 
not permit the application of alternative audit procedures. Consequently I was unable to 
determine whether any adjustment relating to investment property was necessary. 

Accounts receivable 

8. I was unable to obtain sufficient appropriate audit evidence for the calculation of the provision 
for impairment of other receivables from non-exchange transactions R159 775 178 (2011: 

R1 79 383 405), receivables from exchange transactions R6 846 695 (201 1 : R6 846 695) and 
consumer debtors of R284 280 666 (2011: R270 216 222) as disclosed in note 9, 10 and 11 to 
the financial statements, as required by the South African Statement of Generally Accepted 
Accounting Practice, IAS 39 (AC 133), Financial instruments recognition and measurement. 
The municipality’s records did not permit the application of alternative audit procedures 
regarding the calculation of the provision for impairment of receivables. Consequently, I did not 
obtain all the information and explanations I considered necessary to satisfy myself as to the 
valuation and completeness of the provision for impairment of receivables and the impairment 
expense recognised in the statement of financial performance. 

9. The municipality did not include a reconciliation of debt impaired for either the current and prior 
year relating to revenue for exchange and non-exchange transactions, as required by SA 
Standards of GRAP, IAS 39, Financial Instruments: Recognition and Measurement. The 
municipality’s records did not permit the performance of alternative audit procedures. 
Consequently, I was unable to practicably determine the disclosure of receivables for 
exchange transactions and non-exchange transactions of R4 802 469 (2011: R854 984) and 
R7 188 063 (2011: R1 1 535 942) in notes 9 and 10 to the financial statements. 

10. For the prior year, I was unable to obtain sufficient appropriate audit evidence for receivables 
of R326 475 732 included in other receivables from non-exchange transactions, receivables 
from exchange transactions and consumer debtors of R486 267 298 as disclosed in notes 9, 

10 and 1 1 to the financial statements. The municipality’s system did not permit the application 
of alternative audit procedures. Consequently, 1 was unable to determine the existence, 
valuation and rights of other receivables from non-exchange transactions, receivables from 
exchange transactions and consumer debtors for the prior year. 

Provisions 

11. I was unable to obtain sufficient appropriate audit evidence for the provision of the 
rehabilitation of the landfill site of R2 671 907 (2011: 2 428 457) disclosed in note 16 to the 
financial statements in terms of SA Standard of GRAP, GRAP 19, Provisions, contingent 
liabilities and contingent assets. I was unable to confirm the completeness and valuation of 
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this provision by alternative means. Consequently 1 was unable to determine whether any 
adjustment relating to this provision in the financial statements was necessary. 

12. The municipality did not take into account the effect of time value of money where it is 
material, in accordance with Generally Accepted Accounting Practice, IAS 19 (AC 1 16), 
Employee Benefits for service awards. The municipality’s records did not permit the 
performance of alternative audit procedures. Consequently, I was unable to practicably 
determine the resulting misstatement of long service awards of R12 507 800 included in 
provisions in note 16 to the financial statements. 

Contingent liabilities 

13. Included in the prior year contingencies disclosure note is an amount of R5 230 000 relating to 
legal proceedings. The review of litigations and claims against the municipality identified 
differences in the nature and amounts of cases between the confirmations from the attorneys 
and the cases register provided by the municipality for audit purposes. Accordingly I could not 
confirm the completeness of contingent liabilities disclosed in note 38 of the financial 
statements for the comparative figures. 

Accumulated surplus 

14. I was unable to obtain sufficient appropriate audit evidence to support the adjustments of 
R915 631 (2011: R20 678 542) made to accumulated surplus in the statement of changes in 
net assets. The municipality’s records did not permit the application of alternative audit 
procedures. Consequently, I was unable to determine the existence, completeness, valuation 
and allocation, and rights of the accumulated surplus of R607 198 550 as disclosed in the 
statement of financial position. 


Inventory 


15. I was unable to obtain sufficient appropriate audit evidence for land of R28 804 255 included in 
inventory of R31 254 771 as disclosed in note 8 to the financial statements. I was unable to 
confirm the existence, completeness, valuation and allocation, and rights of this inventory by 
alternative means. Consequently I was unable to determine whether any adjustment relating to 
inventory in the financial statements was necessary. 

Employee benefits 

16. The municipality did not take into account the effect of time value of money where it is 
material, in accordance with Generally Accepted Accounting Practice, IAS 19 (AC 116), 
Employee Benefits for service awards. The municipality’s records did not permit the 
performance of alternative audit procedures. Consequently, I was unable to practicably 
determine the resulting misstatement of employee benefits of R22 336 919 included in 
provision in note 6 to the financial statements. 

Cash and cash equivalents 

17. I was unable to obtain sufficient appropriate audit evidence for cash and cash equivalents of 
R29 975 809 (2011: R17 701 096) as disclosed in note 12 to the financial statements. I was 
unable to confirm the existence, completeness, valuation and allocation, and rights of this cash 
and cash equivalents by alternative means. A difference of R3 578 477 was identified between 
financial statements and cash book reconciliation. Furthermore, long outstanding stale 
cheques to the value of R3 359 149 have not been cleared. Consequently I was unable to 
determine whether any adjustment relating to cash and cash equivalents in the financial 
statements was necessary. 
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Payables 


18. I was unable to obtain sufficient appropriate audit evidence for unallocated receipts and sundry 
creditors of R 4 260 280 and R4 598 996 respectively included in payables of R98 965 258 as 
disclosed in note 17. Furthermore, sufficient appropriate audit evidence for the basis of 
calculation of accrued long service awards of R11 205 962 could not be provided. I was 
unable to confirm the completeness, existence, valuation and allocation, and obligations of the 
payables by alternative means. Consequently I was unable to determine whether any 
adjustment relating to payables in the financial statements was necessary. 

Value added tax (VAT) 

19. In terms of the VAT419 guide for municipalities, once it has been established that expenses 
cannot be directly attributed wholly to taxable purposes or to exempt or other non-taxable 
purposes, the portion of input tax may only be deducted based on the extent to which the input 
expenditure is used for taxable purposes, where the formula yields an apportionment ratio of 
less that 95%, such input expenditure should be apportioned. Contrary to this, the municipality 
did not perform an assessment of this apportionment for the year. Alternative procedures 
indicate that appointment should have been 88% for all inputs to be claimed. As a result I was 
unable to quantify the possible misstatement in the related expenditure and VAT as disclosed 
in note 18 to the financial statement. 

Revenue 

20. I was unable to obtain sufficient appropriate audit evidence to determine the completeness, 
accuracy, occurrence, classification and cut-off for licences and permits, fines, rental of 
facilities and other sundry revenue of R12 085 214 disclosed in the statement of financial 
performance. Furthermore, sufficient and appropriate audit evidence for revenue and 
expenditure transactions of R4 442 208 that related to conditional grants recognised in the 
statement of financial performance could not be obtained. The municipality’s records did not 
permit the application of alternative audit procedures. Consequently I was unable to determine 
whether any adjustment relating to revenue were necessary. 

Irregular expenditure 

21. Section 125 of the MFMA requires disclosure of material irregular expenditure. I identified 
awards of R1 016 646 made in contravention of the municipality’s supply chain management 
policy, thus resulting in irregular expenditure. This was not disclosed in the notes to the 
financial statements. 

22. I was unable to obtain sufficient appropriate audit evidence for awards of R35 967 336 
(2011: R1 003 656) made in terms of the municipality’s supply chain management policy. The 
municipality’s records did not permit application of alternative procedures. Furthermore, it was 
impracticable to quantify the resulting misstatement. Consequently, I did not obtain sufficient 
appropriate audit evidence to satisfy myself that all material irregular expenditure has been 
disclosed in the notes to the financial statements. 

Fruitless expenditure 

23. Section 125 of the MFMA requires disclosure of material fruitless expenditure. I identified 
fruitless expenditure of R828 029 being payments to staff members that did not report for work 
for a period of 12 months, unauthorised bank transactions and salary payments to employees 
that resigned. I was unable to determine any further adjustments of fruitless and wasteful 
expenditure was necessary. Consequently, the completeness of fruitless and wasteful 
expenditure of R4 442 208 disclosed in note 42 to the financial statements, could not be 
confirmed. 
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Finance leases 


24. 1 was unable to obtain sufficient appropriate audit evidence to determine the existence, 
completeness, rights and obligations, valuation and allocation for finance leases of R2 799 342 
disclosed in note 14 to the financial statement. The municipality’s records did not permit the 
application of alternative audit procedures. Consequently I was unable to determine whether 
any adjustment relating to finance leases were necessary. 

Cash flow 

25. I was unable to obtain sufficient appropriate audit evidence for amounts and disclosures 
included in the cash flow statement and notes thereto for the current and prior financial year. I 
performed alternative procedures and found incorrect calculations and disclosures in the cash 
flow statement and notes thereto. Consequently, I was unable to determine the accuracy and 
valuation, completeness and classification and understandability of the cash flow statement 
and notes thereto. 

Disclaimer of opinion 

26. Because of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. Accordingly, I do not express an opinion on the financial statements. 

Emphasis of matters 

27. I draw attention to the matters below. My opinion is not modified in respect of these matters. 

Material losses and impairments 

28. As disclosed in note 49 to the financial statements, impairments of R9 676 324 were incurred 
as a result of significant impairment of debtors incurred during the year. 

29. As disclosed in note 44 to the financial statements, material losses of R4 353 368 were 
incurred as a result of electricity and water losses incurred during the year. 

Material underspending of conditional grants 

30. As disclosed in note 45 the municipality has materially underspent the Municipal Infrastructure 
Grant to the by R33 470 434. As a consequence, this might contributed to the municipality not 
achieving its predetermined objectives. 

Unauthorised expenditure 

31 . As disclosed in note 41 to the financial statements unauthorised expenditure of 

R24 352 296 was incurred in the current year and the unauthorised expenditure in respect of 
prior years of R87 457 1 18 has not yet been dealt with in accordance with section 32 of the 
MFMA. 

Additional matter 

32. 1 draw attention to the matter below. My opinion is not modified in respect of this matter. 

Unaudited supplementary schedules 

33. The supplementary information set out on pages [XX] to [XX] does not form part of the 
financial statements and is presented as additional information. 1 have not audited these 
annexures and, accordingly, I do not express an opinion thereon. 
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REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 


34. In accordance with the PAA and the General Notice issued in terms thereof, I report the 
following findings relevant to performance against predetermined objectives, compliance with 
laws and regulations and internal control, but not for the purpose of expressing an opinion. 

Predetermined objectives 

35. 1 performed procedures to obtain evidence about the usefulness and reliability of the 
information in the annual performance report as set out on pages XX to XX of the annual 
report. 

36. The reported performance against predetermined objectives was evaluated against the overall 
criteria of usefulness and reliability. The usefulness of information in the annual performance 
report relates to whether it is presented in accordance with the National Treasury annual 
reporting principles and whether the reported performance is consistent with the planned 
objectives. The usefulness of information further relates to whether indicators and targets are 
measurable (i.e. well defined, verifiable, specific, measurable and time bound) and relevant as 
required by the National Treasury Framework for managing programme performance 
information (FMPPI). 

37. The reliability of the information in respect of the selected objectives is assessed to determine 
whether it adequately reflects the facts (i.e. whether it is valid, accurate and complete). 

38. The material findings are as follows: 

Usefulness of information 

39. Section 46 of the Municipal Systems Act, 2000 (Act No. 32 of 2000) (MSA) requires disclosed 
of measures taken to improve performance for planned targets not achieved. For 95% of the 
planned targets not achieved no measures taken to improve performance were disclosed. This 
was due to inadequate internal policies and procedures over the processes pertaining to the 
reporting of performance information. 

40. Section 41(c) of the MSA requires that the annual performance plan should form the basis for 
the annual report, therefore requiring the consistency of objectives, indicators and targets 
between planning and reporting documents. A total of 100%of the reported indicators and 
targets are not consistent with the indicators and as per the approved integrated development 
plan. This is due to the lack of changes to the targets and indicators which were not approved. 

41. The National Treasury FMPPI requires that performance indicators be well defined and 
verifiable and targets be specific, measureable and time bound: 

• A total of 34% of the targets relevant to basic service delivery and local economic 
development programmes were not specific in clearly identifying the nature and the 
required level of performance. 

• The required performance could not be measured for a total of 32% of the targets relevant 
to basic service delivery and local economic development programmes. 

• A total of 49% of the targets relevant to basic service delivery and local economic 
development programmes were not time bound in specifying a time period or deadline for 
delivery 

• A total of 43% of the indicators relevant to basic service delivery and local economic 
development programmes were not well defined in that clear, unambiguous data 
definitions were not available to allow for data to be collected consistently. 

• A total of 29% of the indicators relevant to the Directorate: Engineering was not verifiable 
in that valid processes and systems that produce the information on actual performance 
did not exist. 
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This was due to the fact that management was not aware of the requirements of the FMPPI 
and lack of proper review by management. 

Reliability of information 

42. The National Treasury FMPPI requires that processes and systems which produce the 
indicator should be verifiable. I was unable to obtain all the information and explanations I 
considered necessary to satisfy myself as to the completeness, validity and accuracy of the 
actual reported performance relevant to 83% of objectives for basic service delivery and local 
economic development programmes. This was due to limitations placed on the scope of my 
work due to the institution’s records not permitting the application of alternative audit 
procedures. 

Compliance with laws and regulations 

43. 1 performed procedures to obtain evidence that the municipality has complied with applicable 
laws and regulations regarding financial matters, financial management and other related 
matters. My findings on material non-compliance with specific matters in key applicable laws 
and regulations as set out in the General Notice issued in terms of the PAA are as follows: 

Strategic planning and performance management 

44. The municipality did not establish a performance management system, as required by section 
38 (a) of the MSA 

45. The municipality did not establish mechanisms to monitor and review its performance 
management system, as required by section 40 of the MSA. 

46. The municipality did not set appropriate key performance indicators as a yardstick for 
measuring performance, including outcomes and impact, with regard to the municipality’s 
development priorities and objectives set out in its integrated development plan as required by 
section 41{1)(a) to (d) and 41(2) of the MSA. 

Budget 

47. Quarterly reports were not submitted to the council on the financial state of affairs of the 
municipality within 30 days after the end of each quarter, as required by section 52(d) of the 
MFMA. 

Audit committees 

48. An audit committee was not in place, as required by section 166(1) of the MFMA. 

Internal audit 

49. An internal audit unit was not established, as required by section 165(1) of the MFMA. 

Annual financial statements, performance and annual reports 

50. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements 
identified by the auditors were not adequately corrected, which resulted in the financial 
statements receiving a disclaimer of opinion. 

51. The 2010/11 annual report was not tabled in the municipal council within seven months after 
the end of the financial year, as required by section 127(2) of the MFMA. 

Procurement and contract management 

52. Sufficient appropriate audit evidence could not be obtained that goods and services of a 
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transaction value above R200 000 were procured by means of inviting competitive bids, as 
required by SCM regulation 19(a) and 36(1). 

53. Sufficient appropriate audit evidence could not be obtained that contract and quotations were 
only awarded to providers whose tax matters have been declared by the South African 
Revenue Service to be in order as required by SCM regulation 43. 

54. Awards were made to providers who are persons in the service of the municipality in 
contravention of SCM regulations 44. Furthermore the provider failed to declare that he/she 
was in the service of the municipality, as required by SCM regulation 13(c). 

55. A list of accredited prospective providers was not in place for procuring goods and services 
through quotations as required by SCM regulation 14(1) (a). 

Expenditure management 

56. Money owing by the municipality was not always paid within 30 days of receiving an invoice or 
statement, as required by section 65(2)(e) of the MFMA. 

57. The accounting officer did not take reasonable steps to prevent unauthorised expenditure, 
irregular expenditure and fruitless and wasteful expenditure, as required by section 62(1) (d) of 
the MFMA. 

Revenue management 

58. An adequate management, accounting and information system was not in place which 
recognised revenue when it was earned, as required by section 64(2) (e) of the MFMA. 

59. Sufficient audit evidence could not be obtained that revenue had been reconciled on a weekly 
basis, as required by 64(2) (h) of the MFMA. 

Asset management 

60. An adequate management, accounting and information system which accounts for assets was 
not in place, as required by section 63(2) (a) of the MFMA. 

Waste management 

61 . The municipality’s operational activities on their waste disposal site contravened or failed to 
comply with the requirements of a waste management license or permit and the norms and 
standards in terms of section 67(1) (f) and (h) of the National Environmental Management: 
Waste Act, 2008 (Act No. 59 of 2008) (NEMWA) and section 29(4) of the Environmental 
Conservation Act, 1989 (Act No. 73 of 1989). 

62. The municipality's waste management and disposal activities contravened or failed to comply 
with the requirements of section 28(1 ) of the National Environmental Management Act, 1 998 
(Act No. 107 of 1998) and sections 16(1)(c) and (d) and 26(1 )(b) of the NEMWA 

Internal control 

63. 1 considered internal control relevant to my audit of the financial statements, annual 

performance report and compliance with laws and regulations. The matters reported below 
under the fundamentals of internal control are limited to the significant deficiencies that resulted 
in the basis for disclaimer of opinion, the findings on the annual performance report and the 
findings on compliance with laws and regulations included in this report. 

Leadership 

64. Inadequate oversight responsibility regarding financial and performance reporting, compliance 
and related internal controls since various material misstatements were identified. There was 
inadequate review of actual results on predetermined objectives against supporting 
documentation and various non- compliance issues. Inadequate development and monitoring 
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of the implementation of action plans to address internal control deficiencies identified 
throughout the audit processes. 

Financial and performance management 

65. There was insufficient implementation of controls over daily and monthly processing and 
reconciling of transactions pertaining to financial, performance reporting and compliance as 
result of several misstatements and deficiencies identified. The municipality has insufficient 
implementation of formal controls over IT systems to ensure the reliability of the systems and 
the availability, accuracy and protection of information. There was inadequate review and 
monitoring of compliance with applicable laws and regulations as material non-compliance with 
legislative requirements regarding the balances and transactions in the financial statement and 
reported performance against predetermined objectives. 

Governance 

66. Internal audit and audit committee structures do not exist at the municipality to promote 
accountability and provide oversight over the effectiveness of the internal control environment, 
including risk management, financial and performance reporting and compliance with laws and 
regulations. 

OTHER REPORTS 

Investigations 

67. An investigation by an independent firm, on the alleged irregular sale of property to an external 
party without following the correct disposal processes, has been concluded but not yet tabled 
to the council for adoption. 


Rustenburg 
30 November 2012 




AUDITOR -GENERAL 
SOUTH AFRICA 

Auditing to build public confidence 
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